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MEETING OF THE RETIREMENT BOARD OF TRUSTEES ON : February 8, 2011
OVERVIEW AND INFORMATION FOR NEW TRUSTEES

IN THE PERSONNEL DEPT CONFERENCE ROOM, LOCATED AT 515 CENTER AVENUE,

GROUND FLOOR, BAY CITY, M 48708

MEETING CALLED TO ORDER BY: Chair Steve Gray at

OTHERS PRESENT: RICK POTTER, DANEAN WRIGHT, JEFF BLACK
CRYSTAL HEBERT (ARRIVES AT 10:11 .AM.)  MR. COONAN LEAVES AT 10:00 A M.

TRUSTEES |
PRESENT: 11 2] 3| 4| s 6 | 7 8 9 | 10| 11| 12
BRZEZINSKI Y

CARPENTER Y

COONAN Y

DEATON Y

GRAY Y

PELTIER Y

PETT Y

RYDER M

STARKWEATHER | &

CODE:

M - MOVED; S - SUPPORTED:; Y - YEA: N - NAY; A - ABSENT; E - EXCUSED
TRUSTEES

PRESENT: 13 | 14 | 15 | 16 | 17 | 18 | 19 | 20 | 21 | 22 | 23 | 24
BRZEZINSKI

CARPENTER

COONAN

DEATON

GRAY

PELTIER

PETT

RYDER

STARKWEATHER

CODE:

M- MOVED; S - SUPPORTED; Y - YEA; N - NAY; A - ABSENT; E - EXCUSED




MINUTES RAY COUNTY EMPLOYEES’ RETIREMENT SYSTEM BOARD CF TRUSTEES
February 8, 2011 OVERVIEW AND INFORMATION FOR NEW TRUSTEES
PAGE 1

The meeting, held in the Bay County Personnel Department Conference Room,
Ground Floor, Bay County Building, 515 Center Avenue, Bay City, Michigan.
was called to order by Chairman, Steve Gray at 9:35 A.M. Roll call was
taken. All trustees are present.

This is a special meeting to provide an overview and information
regarding investment pelicy to the new Trustees.

Mr. Gray called for public input. Seeing as there is none, he moved on to
petitions and communications:

Present today is the Consultant to the Board, Mr. Rick Potter from Becker
Burke and Associates, along with his associate, Jeff Black. Today they
want to give a broad overview of all the aspects of managing pension fund
investments., They will take a look at where we have been to-date, and
the financial results and financial impact of the pensicn fund. We have
twenty-five years of history here in terms of following data, so we will
use that as a starting peint. We will discuss where the trustees go from
here to continue the success the fund has had. Becker Burke started
with Bay County in 1994 and our first report had ten years of back
history.

Mr Potter had a power point presentation to cover today’s topics, along
with a handout for evervone sc he will be referring to certain pages.
Twenty five vears ago in 1984 the asset value of the fund was $24,693
million. In this period of time you have taken 87 million ocut of it,
more than has gone into it. The fund has been very well funded over the
years, you have had good investment results so there have been many years
where the County has not had to make contributions to the fund, yet have
been able to pay out benefits to retirees. The net amount of benefits
that have been paid out is greater than the amount of money going in (587
million dollars). In this period of time you earned almost $300 million
on investments. That investment return has really come from income from
bends, dividends on stocks. We had market value gains of $18% million
dollars. The fund has been oriented toward investing in equities. Much
of this period has been very favorable to equity investments, so you
benefitted as a fund from the high level of egquity commitment that you
had. An issue facing the trustees going forward is what is an
appropriate level of equity commitment for the future. But in the period
of time we are looking at, you made $190 million in market value
appreciation. I was pleasantly surprised in looking at this because we
have been throcugh some very, very, rough times in the equity market. It
is easy to be influenced by short time periods, but you can be assured
that over the long run, this fund had a very, very successful investment
record.

So what kind of rates of returns have produced those dellars for you?
Overall, the Total Fund return in this twenty five year period is 10.5%
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per year. Your actuarial assumption is 7.5%. That is one c¢f the reasons
the fund has been so well funded is that you produced returns in excess
of your actuarial rate of return. When Gabriel Roeder comes and talks to
you about your Ffunding each vear, one of the points they have always made
is that this is one of the best funded pension funds in the State of
Michigan.

Looking at the terms that the total fund returned including stocks and
bonds, looking at the individuazl compeonents, the stock portion <f the
fund has earned 13.1% per year in this twenty five year time period. You
have had both international and domestic equities here. The domestic
portion has been 13.3% per year. What would be a relevant standard of
comparison when you get out te 25 years data bases of other funds beconme
less and less reliable in terms of their ability to provide meaningful
comparisons. One meaningful comparison you coculd leook at is what did the
broad market do in equities in the 25 year time period. Well the broad
gauge of equity market returns that many pecple use and I think it is a
good one here, is the $&P 500. The S&P 500 earned 10.7% per year, s0
your domestic equities and equities overall outperformed the S&P 500 by a
good margin. Where did that return come from? It comes from manager
selection. This Board has always worked hard on making good choices on
managers through the due diligence process. It also comes from
investment manager diversification. Over time you have always had equity
managers with different strategies so the markets being cyclical always
operate in a fashion that when one style or strategy is in favor, another
is out of favor. It is very hard to predict and to time those kinds of
cycles so the most logical way to deal with that is by having a selecticn
of different styles and strategies to lower your volatility and increase
your return., In this twenty five vear period ¢f time, mid cap and
smaller cap companies had better results than big companies. In general
that is what you would expect because there is more risk invelwved in
smaller companies. With a diversified approach in selecting investment
managers it allows you to participate in those returns that are available
in small cap and at the same time participate in a level of risk that 1is
acceptable from a plan standpcint.

Trustee: could you explain domestic?

That means companies headquartered in the Unites States. The first
figure under Eguity includes both domestic and internaticnal.

The Fixed Income side of the fund is a broad indicator of return. The
Bond Market is the Barclay’s Aggregate Index. It has government bonds,
mortgage bonds, and corporate bonds in it. It is analagous for the bond
market to what the S&P 500 is to the stock market. In this 25 year
period of time the Barclays Aggregate return has been 8.0% per year.

Your overall fixed income return is 8.5% per year. This is where we get
to the importance of investment policy. If 25 years ago the Trustees had
salid we don’t like equities, we don’t want fo take any risk with these
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pension fund assets, we are going to invest 100 percent in bonds, that is
what you would have garned. The total fund number would be 8.0 percent
instead of 10.5%. We didn’t do any calculations on the financial
consequences of difference of 2.5% rate of return over twenty five years,
but it would work ocut to be a lot money. The issue with eguities is
always the equity volatility that we have experienced and seen.
Investment policy is an art, so to speak, of blending risk and return to
get the outcome you weuld like to have. We have taken this 2% year time
period and broken it up into five year increments because this 10.5% per
year was not a smooth ride with 10.5% each year out of the 25 year time
period, due to volatility. If you look at the first five year time
period from 1985-1990 the Total Fund earned 9.7%, the next five years
earned 14.2% per year, the next five years earned 16.0% per vear, and
most recently from 2000-200%5 earned 5.0% per year, and from 2005-2010 the
Total Fund earned 4,4% per vear. This most recent five years has been
the lowest total return five year period in this twenty five year period.
Those results obviously came from squities. The percentage drops
significantly from 1985 to 2010.

The other thing to look at is how well your fund did in comparison to the
broad markets. By and large in each of the five years, with one
exception, you have out performed the 3&P 50¢. That is a measure of
selection of investment managers and more importantly the diversification
of the investment managers. In the Fixed Income side of the fund the
Bond results for each of those five year time periods ranges from 9.4% in
1985-1850 to 6.5% in 2005-2010. You see much less volatility of return
in Bonds than you do in Equities, but is important to remember that it is
possible to lose money in bonds by bonds defaulting. The job of a money
manager is to find bonds that are good quality credits and alsc Lo move
out of bonds that begin to deteriorate. The other thing that can cause
bonds te lose value is rising long term interest rates. As interest
rates go up the market value of current bond holdings go down. Your bond
managers need to be able to navigate that type of environment.

If you look at the years 1990-1995 the return of 11.2% in bonds, a
component of that came from market wvalue appreciation when long term
interest rates were falling and by the same token you can have market
depreciation as long term interest rates rise. If you look at what leng
term interest rates are right now, chances are it is hard to go a lot
lower than we are now. They may stay static, but at some peint in the
future, there could be rising long term interest rates which would affect
market value of boend holders, from your point of view in a negative
sense.

Trustee: why would you buy bonds now?
Because of the stability they offer to a bond portfolio. If interest

rates go up one percent, the market value of your holdings will probably
go down five percent. There would be some offsetr from interest payments.

'
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Say if you had three percent interest payments, five percent market value
losses, that is a minus two percent. We have seen periods where equities
have been down thirty percent in a year, so in that kind of a year a
minus two percent looks much better than a minus thirty percent. So,
that 1s the stability factor.

Trustee: But you have no up side potential. I can understand buying it
but when interest drops to 2.5% or 3% your possibility of appreciation is
nominal.

Mr. Potter: What a Bond Manager will do in the kind of environment we are
in is invest in short bhonds, bonds that mature in the not too distant
future, i.e. money market or one-three year mortgages or one-three year
bonds or mortgage bonds that are about to mature in two or three years.
Then when they mature, they take the proceeds and invest them in new
bonds where the interest rates are higher. If you are in low coupon
bonds you are not stuck there forever and a bond management strategy will
be continually rolling the proceeds of bonds into higher and higher
coupon bonds as they become available on the market.

Some discussion regarding policy and investment strategies used by money
managers. Loomis Sayles focuses on corporate bonds so they analyze
credits. Their idea would be to get above average returns because they
can buy higher yielding bonds that perhaps the market is misunderstanding
which knocks their prices down lower than where they really should be.
Baird is a manager focusing primarily on government bonds. When we do
your performance evaluations you see exactly what you would expect over
time. ILcomis Sayles has done better for you in bonds because they have
taken more risk than Baird. But when you look at individual slices of
time, there have been times where Baird exceeded the rate of return of
Loomis by a lot.

As we go through this, this is what you are dealing with from a policy
standpoint, i1s where do you want to have your assets and what kind of
diversification do you want tec build into this.

Mr. Potter breaks down the pension team and hew they work together:

1. Danean Wright, Retirement Administrator/Accountant

2. Board of Trustees of the fund. Over the years you have had hard
working serious Trustees that have worked hard te produce the gocd
results we have seen.

3. Investment Consultant, that’s us, I have been the lead consultant,
and you have met Jeff today.

4. The Actuary which is Gabriel Roeder Smith.

5. Money Managers {thirteen for BCERS and two for VEBA)

6 Custodian and Recordkeeper/Trustee which is Northern Trust Bank.

In your case Northern Trust holds the assets. The managers don’t
actually hold the assets themselves. What they have is investment

S
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authority over assets in an account at Northern Trust. That is very
important to understand that there 1s a separation of management
function. A Bernie Madoff situation could not occur here bkecause you have
an independent custodian whose job it is to verify. Northern’s job is to
make sure the assets are in place and to handle all the money transfers.
So, if one of your money managers went to Northern and said, “that ten
million treasury bond that is the account I manage, transfer it to this
account in the Cayman Islands”. They could not do that. You have a
separation of control from management. That is a basic in pension fund
management, but sometimes people forget about 1it.

The Actuary tells you what your funding status is, what your benefit pay
outs will be, tells you about change. When you contemplate changes in the
fund, they will calculate the implications of different changes. So
their job is to tell you what you need to do to keep the fund funded so
vou will be able t¢ pay ocut the benefits that are premised when those
benefits are due.

The Money Managers job is to produce investment results. If ycu look at
the evolution of your fund and the eveolution of the investment management
industry there are a number of things that have happened. I wasn’t here
in 1985 when we saw the first data that you had on your assets, but I am
willing to bet that 25 million dollars was with a couple of local banks.

In those days, pecople said the banks are the guru’s, the experts, we will
give them the money and let them run it. Generally, they were run in
palanced funds where the manager controls both stocks and bonds and then
decides how much goes into each. That model of managing money has really
gone by the way side. Your fund has moved along in terms of the
evolution of the industry. Today what we have 1is basically specialized
investment managers. Managers that are specialized in a certain portion
of the equity or a certain portion of the bond market and their job is to
produce the best results they can in relation to the specific marching
orders that they have for your fund. With money management it is no
longer a case of “here is a quarter or half of our fund, do what you
think is best”. That model did not work. It did not produce
diversification and in many cases did not produce very good results. The
money management world is sufficiently specialized so that nobody is good
at everything. The only way you can get above average risk adjusted
returns is to have somebody who really understands a certain aspect of
the investment market and pursues it for you. That puts a lot more of
the decision making burden on the investment consultant and the trustees
of the fund. As a Board of Trustees, and us as your advisor and
consultant, we work with you on investment policies that make sense and
diversification strategies that make sense and to continue to work with
you on an ongoing basis to look at managers to be sure they are doing
what they should be doing. Is he getting competitive returns for you in
relationship to his peers? Should we think about changing managers or
changing strategies?
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The investment manager world is extraordinarily competitive and you have
a lot of very bright, talented people competing for a lot of money.

Money managers do fail, it does happen. They don’t steal your money, but
they get stale, or they lose some key people, or their ideas are not
current in the market as they once were. So, you need to continually
monitor managers to be sure they have the skills they had when you hired
them, and that they continue tc be appropriate for your fund at the stage
of the game you are in.

One of the consequences of this specialization of investment management
that we have seen svolve over the years is that manager performance gets
more and more volatile in relation toc a broad market index. You have
examples of that in your fund. When people think the world is falling
apart and small companies won’t be able to borrow money anymore, somebody
who holds that kind of portfolioc takes big losses. If you call them in
and say “why did you hold all of these small companies, why didn’t you
dump them and buy energy stocks which are going up?” They say “that is
not what you hired us for, and we don’t know anything about energy
stocks”. The other conseguence you need to be aware of is the
increasing volatility of investment managers so you understand when a
manager is underperforming. Is it because the wheels have come off the
bus, or is it cyclical under-performance. That is really part of our job
as a consultant is to understand the manager and have the data to help
you assess that. So, you are at the center. You are making the
decisions that drive the fund forward and have these advisors with
different skill sets and missions working for you to help you accomplish
your goals.

Any questions?

Trustee: Have we ever had a money manager that got off track from what
they were hired for?

Mr. Potter: Forstmann Leff would be an example. They were one of the
managers here when I started working as a consultant. They were a real
market savvy type of manager. Managing money cannot be automatically
reduced to a formula. It always involves mathematical and gquantitative
analysis. There is an art form to it In terms of judgment and figuring
what is going on in the market. Forstmann Leff was what you would call
an opportunistic kind of manager. In general, their approach was growth
stocks but there would be periods of time where they would buy cther
types of stocks that were questionable. They were buying them because
they were cheap. We had a number of discussions with them over the
years, and the Trustees were skeptical wondering if Forsman Leff had gone
bonkers. They always ended up producing good results based on good
investment judgments. Then, their lead portfolio manager retired, they
were acquired by another firm, there was a regulatory problem and the SEC
started looking into them and things began to unravel. At that point, we
said enough is enough and you decided to terminate their contract. They

T
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eventually went out of business.

Another example is Batterymarch. When we interviewed them they had the
most believable and understandable group of mathematical models that you
could ever come across. They thought of every aspect of managing money
and had it all worked out. When we went through the recent financial
crisis, Batterymarch, and other managers who based their money management
disciplines on strictly mathematical models, all produced very, very,
poor results in the market downturn. Much worse than the broad markets.
The markets were so crazy that the models did not work. These are the two
pulls - you are dealing with judgment and quantitative. You need to
assess and make judgments on it.

The Custodian keeps track of class action lawsuits and files on your
behalf for recocvery. The amount of money they have recovered over time
is in the hundreds of thousands of dollars. They alsc do securities
lending for you. The Custodian has the ability to call it back at any
time. That has produced good returns for you in terms of adding an extra
compeonent of income for the fund. During the down turn some of the
collateral they got back declined in value which created a deficit in
that account. Northern really worked hard at solving that problem and
making people whole. The problem with securities lending collateral has
gone by the way side now, meaning bond markets have recovered.

The Actuary, Gabriel Roeder Smith, gives you liabilities in funding,
benefits consulting, and maybe some asset liability modeling.

Policy:
You do have a policy in place. It was drafted some time ago but has had
some revisions. As a part of this review and as we continue into 2011,

now would be the time to update your investment policy. There have been
a lot of changes in the way people manage money and the way the markets
operate since the time that the policy was originally drafted. With a
new group of Trustees this is the ideal time to set new policies.

In a breocad sense an investment policy covers funding, goals, benefits,
and investments. Every Board of Trustees is different. Some want to be
100% funded, some are satisfied to be at 75% and take more risk. The
guts of most investment policies is laying out the investment program.

Funding Policy Considerations: How much of the future benefits that you
know are coming do you want to build up now in terms of security now, and
how much of it do you want to let ride in terms of expected future
returns. It is balancing risk and reward on future pay outs. When your
Actuary comes in she talks about current funded status and the trends.
Michigan has statutes that apply specifically to investment and municipal
pension funds. You need to abide by those. You need to consider funding
for the pension fund. Your fund has been in a very favorable situation
in comparison to a lot of funds in Michigan. It has been so well funded
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and the investment return has been so good that the County has not had to
make a lot of contributions to the Fund. You are reaching a point now
where the County will have to start making contributions. That is a new
element in the equation.

Benefit Policy Considerations: The benefits are pretty much set in
State law. You can’t change your benefit formulas at will. You have
used the surplus money that did not have to be paid into the pension
fund, and used it to fund the VEBA. That is a benefit policy
consideration.

Trusteea: 30 the VEBA won’t be funded?

Mr. Potter: Well, you won’t be able to put the County money in the
VEBA.

Ms. Wright: When the VEBA was sel up everybody was putting the 4%
employee contributions from the retirement system into the VEBA. Once
the funding level for the retirement fund is below 125% for any single
group, you are required to put that 4% into the retirement. The VEBA is
still being funded by some groups on a discretionary basis. Some groups
are still putting money in there, that is their decision. I don’t think
we will ever get to the point where the 4% can go back in there as far as
being over 125% over funded in the retirement system.

Mr. Potter: The way the actuaries calculate things they don’t take 100%
of the losses in a year. They use a technique called “smoothing”. The
idea of smoothing techniques is to decrease the volatility of annual
contributions. Smoothing works two ways. One, it gives you some cushion
in the down turn, but when you have a couple of good years, on the up
market, you are picking up and covering some of those losses that were
deferred in the time period that you are smoothing. Eventually, if you
have five or six good performance years in a row, you will see funding
starting to increase pretty dramatically. Potentially, it could get back
to the level where you can put that money into the VEBA. That will take
time and will not happen automatically with a couple of good years of
investment return.

Some discussion about the smoothing technique used by the Actuary and
when we can expect once the year 2008 drops away.

Mr. Potter: This afternoon I will present your 2010 performance. In
2010 we earned 18.6% on a Tdtal Fund basis. Nothing can change that
right now.

Mr. Black: If you look at 2008 and what you lost in 2008 you can’t make

that up. That is an investment that you lost, it is not invested any
more. It takes a long time to make that up when you take a hit like

2008.
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Mr. Potter: That is where you get to the balancing thing. If you look
back to those twenty five year numbers we looked at in the beginning, if
the County had taken the position of “we don’t want any eguity risk, we
are going to 100% bonds”, the amount of money that you would have to put
into this fund would be staggering.

If you have three good years in a row, that will start counteracting the
2008 losses and if it iIs good enough it will diminish them encugh that it
will increase the liability. It is a gradual process based on what
happens in the investment market.

I you look at the dollars you made last vear, you actually made 37.6
million dollars on investments. Your fund continues to be at a point in
time where you are paying out more benefits than money coming in. The
net pay out was $8.3 million in 2010,

Investment Policy Consjiderations: Mr. Potter discussed Emerging
Requirements (demographics), Capital Markets, Special Interest Groups,
(Bay County Outside Groups), Accounting, Administrative, etc., Goals and
Objectives, Funding Policy and Benefit Policy.

Benefit Policy Considerations: Mr. Potter discussed Inflation. It has
been pretty benign recently. There were periods in the 70's where it was
not benign. Actuaries will always tell you that benefit pay outs are
geared to inflation. If there is inflation there is lots of pressure on
the rule makers to change benefit formulas. Contract negotiations affect
benefit pay outs, there is the cost of the Plan, and other benefits such
as VEBA.

Some discussion regarding the benefits process and how long it takes.

Ms. Wright explains that it does not take that long. An actuary study is
done. Your Board can decide because you are your own financial entity.

It then goes to the Board of Commissioners because there is one small
union group out there, you are not contractual. The Board of
Commissioners would adopt an ordinance change and that would be it. TIFf
any outside groups decide to make changes the Board of Commissioners goes
along with it. State considerations involved and State law must be
followed.

Mr. Potter turns the presentation over to Jeff Black.

Basic Retirement Funding Equation: Mr. Black discusses the concept of
Revenue equaling Expenditures. Contributicns plus any Investment Income
should equal the Benefits Paid out plus Fees and Expenses. (C + I =B +
B).

Asset Management Process: The Consultant, along with the Board of
Trustees establish policy, implement policy, hire managers and evaluate
managers. We determine the arcas we like to invest in, or the strateqgy.

/0
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the ways that best fit in the niche they are assigned to. The Consultant
will then track and monitor performance. The Custodian Bank receivas
Statements for all the transactions that the money managers incur in your
account. The Bank then sends a statement to Danean. we also get a copy
of that statement and we will look it over and enter all the transactions
into our system to replicate and verify all the pPrices. This third rarty
data compares it to what the Custodian Bank gives us and that is how we

Custodian gives you. We can then Say, assuredly, vyes, this agrees with
the market prices, the managers have given ¥You a good rata of return,
this is accurate. There are many other technical brocesses involved in
the evaluation as well,

Investment Policy/Asset Allocation Establishes: The goal of the Plan is
to establish an actuarial rate of return to achieve alj] your benefitg,
The main goal of the Plan is to achieve the 7.5% rate of return per year,.
How we figure thar out is by blending many asset classes that have

nNot to an individual manager. Mr., Black explains how managers are placed
within each asset class, minimum fees or extras fees paid to them
depending on the €xpectations. Different considerations can be built
into the manager guidelines, Alternative Asset Allocaticn could be real
estate or anything beyond the traditional fixed income and equity funds.

Asset Allocation: discussion of the 1985 Brinson, Hood g Beebower Study
and the 1991 Brinson, Singer g Beebower Update.

Probability Distributions: chart shows rates of return and risk. If you
want one good exhibit of what investment policy means, this would be the
one. Policy A ig conservative with lower expected returns, Policy C
higher expected return but higher risk also, Policy B is in the middle,

Trustee: Where are we today with our investment policy in regards to
this chart?

Mr. Potter: I would Say you are closer to Policy C because of your high
equity commitment . If you look at Yyour returns that You had in 20190 they
are definitely upper bar chart returns. When you look at Total Return
against the broad universe, it is at the very top of the broad universe.

Tape malfunction at this point - unable to transcribe remainder of the
meeting. fThe following topics were listed in the handout:

/]



¥sis Resolves
dnager Structure Issyueg
ANgger Selection Procegs
Evaluation of Oney Managers
danager Monitoring
Today’ g Environment
Evaluati
Announcements:

The next Meet

ing
at thig

is SChedyley for Tuesday,
location.
Unfinished Business:

None
New Business: None
Miscellaneous Business: None

Respectfully submitted,

e

im Quinn
acretary
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MEETING OF THE RETIREMENT BOARD OF TRUSTEES ON : February 8, 2014

IN THE FINANCE DEPT CONFERENGCE ROGM, LOCATED AT 515 CENTER AVENUE,
7TH FLOOR, BAY CITY, Ml 48708

MEETING CALLED TO ORDER BY: Chair  Steve Gray at

OTHERS PRESENT: RICK POTTER, DANEAN WRIGHT, KEVIN RYAN, scoTT WESTPHAL
CRYSTAL HEBERT
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The Meeting, helq in the Bay County Finance Department, 7th Floor, Bay
County Building, 515 Center Avenue, Bay City, Michigan, Was called to
order by Chairman, Steve Gray at 1:34 P.M. Roll call was taken. a1
trustees are present,

Discussion: On page 13 Of the agenda (page 5 Of the January minutes),
Correction made to the Spelling of 4 hame.  Should pe Ernie Krygier, not

Mr. Gray Called for rubliic input, Seeing asg there ig none, he moved on to
Petitions ang communicationsg.

Mr. Rick Potter, our Consultant from Becker, Burke Associates Presents hig
Investment Performance Analysisg ending December 31, 2010. The Total Plan
assets wera $235,317,215 million at this point ip time. Domestic Equity
58.5%, International Equity 9.8%, Fixeq Income 27.7%, Real Estate 3.2 and
Cash at 0.7%. The Total Plan was up 9.7% for the Quarter, domestic
equity was up 15,33 Overall. The S&P was 10.8% for the quarter, sp your
Managers overall had g Very, very good guarter, If you look at the
Managers individually, the best return was with Hotchkis ¢ Wiley, they
Were up 23, 3% for the Juarter, They are 4 Small cap valye Manager and
they were 4 NManager that we talkeq about ip past meetings that got hit
Very hard during the economi downturn, They have recoveraq Pretty
dramatically. Cumulatively, they are Still below dverage, but havye made
Up a lot of ground. The sSecond begt return ig Integrity at 15,2¢.
Wentworth is at 4.8%, Fagle (replaced Batterymarch) was up 17.9¢.
Overail, when we a1k about the DMarket environment, it is a good period of
time for Srall cap stocks and mig “ap stocks. 1+ is true in the U.5. ang
true internationally.

Overall, international equities ware 7.6%. Schroder was 11.1%. 1p Fixed
Income, we barely break even for the quarter, that jg nine tenths

Convertibles have characteristics of stocks and bonds to them so they
benefitteq from the Stock equation in this Period of time, People began
moving out of the “safe” assets into the more risky assets and thar would

REIT was up 7.8% for the quarter,

Looking at the one Vear basis, the Total Plan is up 18.6%. Domestic
Equitieg were very, Very strong, Up 24.1%, 7The S&P 500 was up 15.1% ang
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there is no data for Eagle, as you have not had them for a year. Hotchkis
was 45%, Denver was 32%, Integrity 28%, Marvin and Palmer 20.3%, Wentworth
11.4%, (Note: report indicates 14.4% for Wentworth) and Columbia at 20%.

At this morning’s session we were talking about diversification by
strategy. When we look at your Total Fund in the Equity results you will
see some of the benefit of diversification by strategy that you enjoyed in
this year. If we look at some past years you had seen the down side of
diversification in small and mid cap. International was overall for the
year up 15.5%. Fixed Income was up 9.0% for the year and Real Estate was
up 292.3% for the year. Overall, a very, very strong year.

When we look at real estate, you bought at & low point, so you did not
suffer any of the declines that many others did that had been invested in
real estate for a long time. You bought toward the bottom and have a
great up side on that one.

Mr. Potter now moves to the detailed report starting with page 5 the
market environment. The chart shows last quarter, one year, three years,
and five years. The Russell 2000 represents small and mid cap stocks, and
they were up 26.39%. The S&P was up 15.1%. EAFE which is non-U.S. stocks
is up 7.8%. Over time that has been a great performer. Barclay’s
Aggregate was up 6.5% for the year, ‘

Page 6: You started the year with $206 million, you took out $8.3 million
more than was added to the fund. On an investment standpoint, you made
$37.6 million., A little under five million of income and $33 million in
round numbers of market value gains, so you ended the year at $235
million.,

Page 8: indicates dollar amounts for each of the money managers. The
biggest individual manager in terms of dollars is Wentworth with some re-
allocation that took place.

Page 10: Equity Commitment. You have been above average in equity
commitment. That was a conscience strategy on the part of the Fund over a
long time period.

Page 11: This is a special exhibit. What we do here is calculate an
investment policy index. We take your investment policy targets and we
calculate the returns of what that investment policy index would earn
being invested all in index funds. In domestic equities we use the S&P
500, for international we use EAFE, and in bonds we use the Citi Broad
Bond Index. For the one year mark you earned 18.6%. If you had money
in all index funds instead of your managers, the return would have been
11.8%. So, your addition of managers in the one year added value. If you
look at the three month, you outperformed your policy index. A broader
and better analysis would be longer time periods. At the five year mark
you earned 4.4%, the policy index was 3.8%. At ten vyears vou carned 4.7%,
the policy index was 3.3%. On a longer term basis you have outperformed

15
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your policy index. The Fund out performed the Bond Index as well.

Page 1Z: Total Fund Result. This data base is developed in the same way
that we develop data from your Fund. There are sixteen different
consulting firms like ours that contribute to this data base. All of it
is based on custodian data and returns are calculated in an identical
fashion so it should be apples to apples kind of comparison. If you look
at the one year column the median fund was up 12.4% for the year, your
Fand of 18.6% ranks top one percent. So, it is in the top one percent of
funds for this year. Two Years, we were in the top three percent of
funds. 1In all cases, you out performed the policy index.

Page 13: This shows year by year results. In December 2008 the Fund was
down 30 points and that ranks in the bottom 8% of that universe., Other
than 2001, in down market years, you see low relative results. That is
the effect of the equity commitment. This is Policy C at work for vyou.
When you lock at the up years, 2009 was up 27%, that ranks in the top ten
percent, about 7.5% above the median and then 2010, again well above the
median.

Page 15: Investment manager style and diversity. Shows large, mid and
small cap managers and their value/growth in relationship to core. Some
discussion on the movement of these companies and whether it is a problem
cr not.

Page 16: looks at all the eguities together and at their returns. On a
three year basis they ranked close to the top quarter of large core., On a
one year pasis they are in the top two percent. When vou add all the
yvears together including 2008, relative to other large core equily
portfolios your overall pension fund assets are well above the median.

Page 17: this is a special =xhibit to show all of the managers in one
place in comparison to their style. At the one year mark Hotchkis & Wiley
is in the top 3% of the small cap value style, Integrity is in the top 10%
of the mid cap value style, Denver is in the top 20% of mid cap style,
Columbia is in the top 7% of the large cap value style, Marvin & Palmer at
22% is in the top quarter of their large cap growth style. Wentworth and
Hauser at the 7Z percentile is lagging in relation to their large cap
growth style. So, this year, other than Wentworth, evervthing was
working for you with your managers.

Looking at the five year figures, which mean a lot to us, Hotchkis
recovered substantially but their five year record is dragging. Denver is
dragging, Cclumbia is very strong on a five vyear basis, Marvin and Palmer
has not been here five years, and Wentworth is in the bottom gquarter for
five years.

Page 29: a summary exhibit for non domestic sqguity managers. At the one

year mark Barings was about average in relation to international funds.
Schroder was top 4% in relation to small cap international. The hiring of

Jo
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Schroder four years ago was a diversification move. We did not have small
cap international and they were hired Lo round out that area of the
market. That has been particularly strong for you in the past couple of
years. Cornerstone who will be here today is up 29% and ranks 19. TIf you
100k at the two year record it is 30.8% over two years and ranks at 15.
Cornerstone was also a diversification move. Cornerstone invests in REIT
which are stocks that own real estate. When the sentiment about real
estate 1s so negative, that is magnified in a negative way in the value of
REIT stocks. You bought an undervalued asset using undervalued stocks.
That has paid off for you. Tt is always hard to make an investment like
that when things are looking bleak, but in this case, it worked cut well
for you. 1 think it is because our discussions have been that we have to
put a plan in place and we have to carry it out. We don’t want to ignore
day-to-day things, but we also don’t want to become overwhelmed by day-to-
day things eilther.

Baird was below a broad index. Owning government bonds in & recovering
bond market is nct the ticket for making a lot of money, but you have
Loomis for diversification. Loomis did well for you because they own
corporate bonds. MacKay Shields is up 10%.

Page 38: Ycu can see that on a one year and two year basis you are in the
top one percent of public funds. At three years you are in the top third
and at five vyears you are a little below average.

Page 40: Shows other public funds comparisons year by year results.

Page 41: BEquity commitment compared to other public funds. Your 67%
equity puts vou in the top 12 percent of equity commitment of public
funds. As you look at year by vyear you are sollidly in the top quarter
each year. The main thing is that you did not panic or throw in the towel
when things went bad. You did have good managers here and they ended up
producing for you.

Mr. Potter concludes his presentation.

3. Moved, supported and carried to receive the report from Becker,
Burke Asscciates.

Also present today are Sc¢ott Westphal and Kevin Ryan from Cornerstone Real
Estate Advisors. Cornerstone is a real estate trust manager based in
Stamford, Connecticut. They begin their presentation with a handout to
all present.

Mr. Ryan advises there have been some internal changes at the company.
Babson Real Estate Finance Group is now under the Cornerstone umbrella.
That integration was completed as of January 2010, it was finalized in
August of 2010. No real changes operationally. It is a fully integrated
real estate platform. Cornerstone covers private equity, private debt,
public eguity and public debt. Public equity being the real estate
securities team, which Scott Westphal manages. Assets under management

/T
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are over $3C billion of private and public real estate interests as of
December 31, 2010.

Mr. Westphal: starting on page 7 he discusses the markst environment. He
discusses a national view of the world and what has happened over the last
twelve months. In August of 2010 there was a movement to create another
stimulus program called QEZ (Quantitative Easing) which was essentially an
effort to buy down the iInterest rates in the United States. The purpose
was to try to lower the cost of financing, stimulate companies to invest
and create jobs. Historically, quantitative easing does not work
particularly well either here, or other countries. Japan has tried it
repeatedly and it has not worked particularly well. What it did do was
put a little bit of floor under housing prices temporarily. But we think
a lot of that impetus is gone at this point in time. The real guestion is
does the federal government come back with another stimulus program or do
they let the country try to recover on its own by letting private
enterprise operate as efficiently as they can. That is the big gquestion
golng intc 2011 from a macro point of view.

We do think we have the footing of a fairly decent recovery. We think
that 3 to 3.5 percent is achievable in 2011. Although it is not what we
would hope for, it is not that bad either.

The presenters review the materials provided to the Trustees and discuss
GDP growth, the economy, and jobs. Cther topics covered are private
sector versus pubklic sector growth, growth and supply of real estate in
the U.3. markets, and the recovery of the real estate market. They
discuss the five property sectors of multifamily, office, industrial,
retail, and hotels. They discuss research outlook and trifurcated pricing
which covers three markets: 1) high demand properties in urban markets
that have incredible demand 2} suburban properties in secondary markets
that have modest demand 3) distressed assets that are under stress diue to
financing or leasing issues. The REIT market primarily invests in the
prime properties in large, urban metro areas, such as Boston, New York,
Washington D.C., San Diego, Los Angeles, San Francisco, some parts of
Chicago, and some southern cities like Atlanta and Dallas.

They discuss what they think is positive about REITS which is they are
gocing to be able to take some of the cash flow they are earning and put it
into some pretty attractive acguisitions. They think there will be great
opportunities for REITS to go out and buy acquisitions at attractive
prices. It will just take a little longer for the cycle to play out.
Lastly, we project a 2011 total return for the reazl estate securities
universe of 9% - 12%.

Bay County Retirement System Portfolic Composition as of 12/31/10:

Mr. Westphal reviews the pie chart on page 18. We have fairly significant
over weights in hotels, regional malls, shopping centers and also
industrial. This is based on our beliefs that these properties will be
able to take advantage of the improving economy and really improve their
cash flow significantly.
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Page 21 shows the portfolio performance from inception (October 21, 2008)
through 2010.

FTSE NAREIT UPFDATE:

At the end of last year, Weyerhaeuser, a lumber and paper products company
decided to convert their company into a restructure. When they did that
the very small insignificant portion of the REIT market that represented
timber companies grew dramatically. This is a very, very, large Fortune
500 company. The portion of the NAREIT equity index, your benchbmark,
went from having a very insignificant portion of timber companies to a
very large portion. It went up to about 7% which is a very significant
portion of our index. NAREIT, which is the governing organization that
controls the industry benchmark, decided they did not want to have 7% in
their primary commercial real estate index. Timber has some attributes to
it that don’t really act like commercial real estate.

NAREIT took timber out of the NAREIT Equity REIT index, which we were
using for a bench mark, and put in into the NAREIT All Equity REIT index
so they could maintain an index that was a pure play on commercial real
estate. Because of this it basically created an index that most of our
competitors are embracing. They are embracing the NAREIT Equity Index
that excludes timber.

We are recommending to our clients that they stay with the NAREIT Equity
Index which has been re-characterized along the lines of what I just
described. That is pretty much where we are with the benchmark.

The speakers conclude their presentation and depart. The regular meeting
resumes.

4. Moved, supported and carried to receive the report from Cornersione
Real Estate Advisors,

5. Moved, supported and carried to receive the Portfolio Value January
1, 2010 through February 2, 2011

The wvalue as of yesterday was $241 million.

New format on the agenda will separate managers that are on watch, from
managers that are performing well.

Managers on watch:
6. Moved, supported and carried to receive portfeclic performance from
Hotchkis & Wiley.

7. Moved, supported and carried to receive the portfolio performance
from Loomis & Sayles.

8. Moved, supported and carried to receive the portfolio performance
from Wentworth Hauser & Violich.




MINUTES Bay COUNTY EMPLOYEES’ RETIREMENT SYSTEM BOARD oF TRUSTEES
SINUIRS

February 8, 2011

PAGE 7

Some discussion regarding Wentworth,Hauser & Violich., wMp. Fotter states
that in terms of an investment Organization they are gz very top quality
group of People. ye Put them on Watch at the end of 2010, and we usually
Jive them one year. Mr, Potter thinks they are Worth walilting on.

Discussion about the watch list, and how Money managers get on and off
this statys. Mr. Potter explains that maybe they were acguired by
somebody, or Perhaps had 3 major change in Strateqgy. Terminate can take
place at any time, we don’t have Lo wait the full year. What gets them
Off watch Status is improved pPerformance. Nothing is Specified in our
policy on how much improvement and how consistent the improvement Needs to
be., 1t ig just dgeneral improved performance,

Discussion on policy. My, Potter advises that We are going to be updating
Cur investment policy, ang “watch status” ang what meangs would pe gz

morning’ s Session. We have terminateq anagers in the rast, it ig just a
question of what is best for the Fung going forward, to cut, or ride it

Suggestions made that Perhaps managers on watch statys should he reviewed
on a Quarterly basis, Three of the managers have bsen on watch for over
Cne year, and 3 decision should be made on whether to retain them or
terminate them. In the bPast, after one year, a letter was sent to the

All other managers:

9. Moved, Supported ang Carried to receive pPerformance feports from the
following managers: BNV Convege, Baird, Baring, Columbia,
Cornerstone, Eagle Asset, Integrity and Marvin g Palmer.

1G. Moved, Supported andg Ccarried to receive Northern Trust Summary

Earnings,

11, Moved, Supported ang carried tp receive on watch Status for Denver
Investments.

12. Moved, Supported ang Carried o feceive Refunds and Retirements for

January 2011,

13. Moved, Supported andg carried to approve the non duty disability
retirement Tequest fropm Kelly dean, to be effective March 2, 2011,

14, Moved, Supported ang carried to dpprove the non duty disability

oy,
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15, Moved, Supported ang carrigd to approve Tequest frop Barry Hugo to
la. Movad, supporteq and ca?ried to receive Correspondence sent to money
17. Moved, Supported ang Carried to receive correspond

18, Moved, suppo;ted and carrijsg Lo receive correspondence to Northern
19, Moved,lsuppo;ted and carried to receivg Correspondence feceived frop

20. Moved, Supported ang Carried to aPProve proposed fees from Gabrie]
21, Moved, Supported ang Carried to receive Correspondence from County

22, Moved, Supported and Carried to receive Correspondence from Northern
arding name change

23. Moved, Supported and carried t+o approve Tequest frop Cynthig Luczak
igh '

24, Moved, Supported ang Carried to feceive Notice of public meeting
Scheduleq for thig nerning at 9:30 a.m., February » 2011,

Announcements:
e dldlenents

The next regular meeting is Schedulad for Tuesday, March g, 2011 at
1:30 p.ym, at this location,

Unfinished Business:
Trustee Comments that everything has been Working berfectly, apg thanks
Ms. Wright for Sending emaj] with attachment from Cornerstone for reviey
Prior to the Scheduled meeting.



New Business:
Mr, Sta

rkweather Makes gz motion tq Creata 4 sub—committee Compriseq Sf Tom
Ryder, himself, Richard TZezinski and the Chairman Steve fay in ap ad-
oc capacity aANd any Otheayr trustee to aCcompligh the foliow1ng:
A, Reviey the 20¢3 investment poli
B. Consult With Becke Burke and Assoc1ates to deveiop 4 new
tVestnent Policy
C. Presaent Said ney 1nvestment Policy tq the Beard for DoOssible
adopticon
25 Moved,
commi +

~hoc
out bringing in Gabrig; Roeder for Some training about how
they dqa their cal Ulation Ms, right States she wijy talk +q Cathy Nag
aboyut that, Ere jig 3 VERA @Ctuarjgy meeting Coming up in 3 few Mmonths
and thig could pe addressed at that time,
Miscellaneous Bu31ness None
ADJOURNMENT:
FEalMENT .
26. Mcved,

Tim Quinn
Secretary

RESCribedy by Naomi Waliace
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MARVIN & PALMER®
ASSOCIATES, INC.

GLOBAL EQUITY MANAGEMENT

February 23, 2011

Danean Wright

Retirement Accountant

Bay County Employees’ Retirement System
Bay County Building

515 Center Avenue, Suite 706

Bay City, Michigan 48708-5128

Dear Danean:

Your portfolio gained 0.9% during Janwary while the Russell 1000 Growth
Index rose 2.5%, :

2010 rose 5.3% as 3 group last month, while the 100 best performers foll
2.6%. This is either g sign of significant market change or a trading rotation
which should end shortly. The early evidence in February is that it wag a
trading rotation.

We believe that the market will reward cyclical sensitivity as 2011 unfolds, and

We are emphasizing leaders in the materials, industrials, energy and consumer
discretionary sectors,

%@Z/ et

Jay F. Middleton
Portfolio Manager - Principal

JFM/jam

Attachment

AT

1201 N. Marker Street, Suite 2300,

PRINCIPALS
David F Marvin
Stanley Palmer
Karen T Buckley
Raymond J. Deschenes
Jon A Sriklorius
Terry B Mason

Jay E Middleron
Todd D. Marvin
David L. Schaen
Christopher A. Luft
Jammes W Ryersan
Jonathan T. Friedman
Stephen D Marvin
Douglas D. Sanna
Jennifer A, Mattes
Stephen | Gannon
Gilbert Hahn
Thomas B. McAvoy
Lisa H. Capretto
Peter Crivell;
Lorraine H. Berends
Seott D. Palmer

C. Parrer Schutt

3. Richard Siple
Mary L. Moglioni
Brian D Marvin
Joyee A, Nolan
Ezeliel R, Maki
Geozge R. B. Trimble, J1.
Lars R. Harrison
Bobbie V. Davies
Jane M. Modey
Adam T Faglor
Shuoqi Joyee) Li

ADVISORY BOARD
trving $. Shapirg

B Mamerian [986.200]

The Rr. Hon. Lord Moare, BC.
Prof Dr. -Ing. Klaus G. Lederer

Dr Pedro Aspe

Alan D Schwart
Madelyn Smith

The Hon. Sam Nung
The Hon. James A. Kelly
james [ McNulgy

Wilmington, DE 198011163 US.A, » Tl 302.373-3570 » Facsimife 302.573.2545 » www marvinandpalmer.com



¢ s @[faseny Avedwony s

INIWIO?NY

Woeling:

TvEatg

TINT SHIVIDOSSY

HEINGA

:t.—w@:.:OU P8y Al o Jiewiapeil

STy ST JO AT m.UTﬁDz\MbﬂCQGﬁB L 8] xapu] IR0 OO0 [[assny] ESEN

2451 m:HQ Xapu] 8O0 QOO T jessny U 8t

x.ﬁwﬂ:ﬂ_uzuﬂ [enaoe a1 ] ‘sasodind dunzodas 101 Xapu] Y3010y QDOT Jlessny ElSER TU.EQ:_LSU §1 SOULLLIOHS, |

17 MON

BTN

eed vl e 0F0 uondaauy durg
8T e 06'¢- Lie SIeaf ¢
90t ¥1'6T ¢T'8t 076t X1
Pappy anjop | Younpuag 19N 43W 55019 J3W pouag
% NIN1IY QIZINYNNNY

WONIAUVIV

58 001 ey 19% Tea g uopdeouy
LO¥T 811 Y6'vT L8'CT £007
w5l br8e- L9 96'6h 8007
Irel- 17°L¢ (YA OI'8I 6007
5e 1L°91 AN L0t 0107
89T~ 1594 980 980 1107 Arenuef
peppy enjpp | jowipuag | o J3W $5014 J pouiag
% Nini3d

9007 ‘61 Ay

STEIO SN

m@ﬂ@ﬁvﬁ_a S80I Uiim umwmuGH LHEOHO 0001 Emumm.ﬂm

7504667

ajbq uoidau
fuainy buypiodoy
}iowyag

11102 ‘1€ Asonuor uo anjp) oljoiiog

woaysAg juswaigay sosakojdwy Ajunoy Ang

AJVIWWNS DNYWY04¥3d



KAEARTLD LT
TRATIEAT

International equity markets continued the year end momentum in
January, with MSC| EAFE returning more than 2%. The
seemingly benign headline performance however hides some
material market shifts during the month. While January often sees
some early year positional shifts by investors, differential
performance in 2011 has been dramatic. Sectors and regions that
performed well in 2010 generally sold off during January, while
the leadership baton shifted to the worst performing areas of
2G10. By region, Emerging Markets, and Pacific ex Japan wers
by far the biggest losers during the month, with the former
declining almost 3%. In contrast, the so-called peripheral
European countries were the top performers, with the Spanish
and italian benchmarks rising more than 9% after significant
declines in 2010, Similarly, European secioral performance in
January showed a near -70% comrelation with 2010 performance,
one of the biggest tumarounds in three decades. At the same
fime we saw significant style bias, with MSCI EAFE Value
outperforming Growth by 4.2% during the month.

Such major moves typically mark turning points, such as a
significant market peak or trough and the question for us is
whather January's maoves are the precursor to a major sell off.
The market has rallied more than 86% since the iows of March
2009, so a correction at this peint would not be out of the
question. Yet, forward valuations in most global equity markets
look below average if eamings forecasts are met, while risks of a
renewed recession in developed countries seem to have
diminished, which would miligate against a prolonged self off in
the markets.

As we have noted in recent months, however, inflation: in many
Emerging and Asian countries is running at elevated fevels. As a
direct consequence of the Federal Reserve, ECB and BoE
continuing to pursue interest rate policies near 0%, many of these
countries have been reluctant to tighten policy aggressively for
fear of driving their exchange rates higher. As a result, many
central banks are now “behind the curve” on manetary policy,
leading to fears of more aggressive tightening to come, The
extent of the underperformance however seems to reflect investor
positioning. It continues to be our belief that inflation is likely to be
more persistent than many sell side observers forecast. While
weather disruptions have been immediate catalysts for food price
inflation, their impact reflects a structurally tight global market. We
see excessively low interest rates driving inflationary pressures in
many areas in the market, away fram the under-pressure
Westemn consumer. Therefore, our Emerging Markets weighting
is relatively low at this point in time. However, we do not betieve
that there is a readiness vet to undertake Draconian tightening
measures, and therefore liquidity conditions should remain
suppottive.

Baring Assel Management
Independence Wharf

470 Atlantic Avenue
Boston, MA 02210

Tel 617-946-5200
Fax: 617-946-5400
Wwww.barings-us.com

January International Equity

We struggle however {0 be more positive on the biggest
beneficiaries of the selt off in Emerging Markets and related
sectors, namely the peripheral European markets and European
financials. January saw a significant tightening of Spanish and
Greek bond yields refative to German bunds on hopes of an
imminent solution to the sovereign debt crisis. The main
suggestion has been ihe use of the European Financial Stability
Facility (EFSF} to purchase outstanding debt at a discount to par
value. While there are legal and political impediments fo such a
solution, the maost important disconnect that we see is that this
would crystallize losses for holders of the debt, particularly the
banking sector. The weakly capitalized European banks would
struggle to absorb such write downs. In addition, the concept of
debt restructuring remains an unacceptable scenario to the EU
policymakers. Thus we do not believe a comprehensive solution
is likely in the near ferm. Moreover, we befieve it will require a
crisis situation for the disparate voices within the EU to agree
upon 2 lasting solution, something which leads us to remain
underweight the sector. '

January was a difficult menth for performance relative to the
MECI EAFE benchmark. In the first instance, “growth” as a
strategy performed poorly during the month, substantially
underperforining the benchmark. While optimism has risen
regarding the recovery in the US in particularly, we continue to
believe that economic growth will be muted compared ta past
trends, which leads us toward secular growih and away from
cyclical stocks. We also continue to hold a2 sizable position in gold
mining equities that performed poorly as the gold price dedlined
due to increasing economic optimism. Qur view remains that the
primary driver of the gold price is the level of reat interest rates
and that while these remain negative goid tends to perform well.
With the US economy still 2 long way from full employment, we
have a strong conviction that the Federal Reserve will not raise
short term interest rates and therefore real rates will remain
negative. Within our gold holdings we have also been negatively
impacted by our hoiding in Certamin, which was heavily sold
down due to the palitical crisis in EQypt. White sentiment around
the stock will remain exposed to developments in the country, at
this stage there has been no impact on operations, and o the
best of our knowledge there is no cennection with the incumbent
government. Therefore we expect a resclution in the situation to
see a sharp rally in the share price.

Regards,
David Bertocchi & Nathan Griffiths

International Equity Portfolio Managsr
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CORNERSTONE

PERFORMANCE HISTORY
Bay County Employees' Retirement System

Percent Retumn

Per Period
Time Period Portfolio FTSE/NAREIT
Gross Net Equity Index
1213112010 to 1/31/2011 3.27% 3.22% 3.25%
12/31/2010 to 1/31/2011 3.27% 3.22% 3.25%

SN

1of1
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3/2/2011

REFUNDS: FOR THE MONTH ENDING FEBRUARY 28, 2011

EMPLOYEE/BENEFICIAR CONTRIBUTIONS PROCESSED DEPARTMENT TERMINATION
REFUNDED ON TERMINATED DATE
Kaplaniak, Ruthann 4,147.08  02/10/11 BABH 12/20/10
Stewart, Joseph 1,216.08  02/25/11 BABH 01/10/11
Shepard, Lindsay 1,300.81 02/25/11 BABH 01/15/11
TOTAL REFUNDS: 6,663.97
RETIREE CONTRIBUTIONS DEPARTMENT EFFECTIVE
TRANSFERRED DATE

Burns, Karen 28,697.10 Animal Control 01/29/11

Maida, Carole 61,021.48 Central Dispat 01/12/11

Evans, Carol 9,231.36 BMCF 01/22/11

Tubman, Douglas 14,242.26 Def - BMCF 03/11/11




BAY COUNTY EMPLOYEES’ RETIREMENT SYSTEM | |

s @, BAY COUNTY VOLUNTARY EMPLOYEES’ BENEFICIARY ASSOCIATION
- ) BAY COUNTY BUILDING
515 CENTER AVENUE, SUITE 706
BAY CITY, MICHIGAN 48708-5128
BOARD OF TRUSTEES
Frederick Dryzga

M ' 1\/\ ~ Chairperson

: [ . Kim Coonan

THOMAS L. HICKNER 7[}\ \ ! gﬂ)( ' William Deaton
C i

Bay County Executive Steven Gray

2’\ Richard Gromaski
| Q) Eugens Gwizdala
June 1 , 2010 ] o : Gerald L.. Kelcherman, Jr.

\f Y )/ o

b ADMIMISTRATIVE STAFF

Sue Gansser

Danean Wright

(989) 895-4030

_ TDD (989) 895-4049

_ FAX (980) 895-4039
Mr. Jay Middieton )

Portfolio Manager - Principal
Marvin & Palmer Associates, Inc.
1201 N. Market Street, Suite 2300
Wilmington DE 19801-1165

Dear Mr. Middletoh:

Based on the quarter ending March 31, 2010 Investment Performance Analysis report prepared
and presented by Becker, Burke Associates, it was noted that the investment performance of
Marvin & Palmer Associates, Inc., for the three (3) year period ended March 31, 2010, has not met
the agreed to long term performance objectives.

For the reason stated above, the Board of Trustees have decide